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TESTIMONY OF
JOHNC.FELMY
CHIEF ECONOMIST

AMERICAN PETROLEUM INSTITUTE

PLEASE STATE YOUR NAME, PRESENT POSITION, AND BUSINESS ADDRESS.
My name is John C. Felmy. | am Chief Economist for the American Petroleum Institute

(API). My business address is 1220 L Street, N.W., Washington, D.C. 20005.

ARE YOU THE SAME JOHN C. FELMY THAT SUBMITTED TESTIMONY AND
APPEARED TO TESTIFY IN THE COMMISSION'S DOCKET NO. 07-0446?

| am.

ARE YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND AND YOUR
DUTIES AS CHIEF ECONOMIST FOR APl THE SAME AS DESCRIBED IN YOUR
TESTIMONY IN DOCKET NO. 07-04467?

My duties as Chief Economist are the same. | am also now responsible for the Institute’s

Weekly and Monthly statistics.
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DO YOU ADOPT YOUR PREPARED TESTIMONY IN DOCKET NO. 07-0446 AS
PART OF YOUR TESTIMONY IN THIS PROCEEDING?
I do. The information provided therein on my background and duties as Chief Economist

and about the purposes and operations of API remain valid and correct.

ARE THE FACTUAL ASSERTIONS AND THE OPINIONS YOU EXPRESSED IN
YOUR TESTIMONY IN DOCKET NO. 07-0446 STILL VALID AND ARE THEY
PERTINENT TO THIS PROCEEDING?

I believe they are and in the interest of efficiency | incorporate them into this testimony.
I am attaching a copy of my 2008 testimony in Docket No. 07-0446, which was admitted
as APl Ex. 1 in that case, as Attachment A to this testimony and adopt it as part of my

testimony herein.

WHAT IS THE PURPOSE OF THIS TESTIMONY?

While API continues to believe that new pipeline infrastructure to transport Canadian
crude oil into the United States is important, for all the reasons I discussed in 2008, API
also believes that the construction and operation of the Flanagan South Pipeline Project,
as proposed and described by Enbridge Pipelines (FSP) L.L.C. (Enbridge) in its
Application now before the Commission, is vital to the public need in Illinois and the
nation for a secure and adequate pipeline system and will be beneficial to the
petroleum-using public in Illinois, the Midwest, and the nation. Thus the purpose of this

testimony is to focus specifically on the proposed Flanagan South Pipeline, or "FSP."
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ARE THERE REASONS BEYOND THOSE EXPRESSED IN YOUR 2008
TESTIMONY WHY APl SUPPORTS ENBRIDGE'S FSP PROJECT?

In the hearings in Docket 07-0446, | explained that it is essential to the national interest
in energy security to have a crude oil pipeline transmission infrastructure that is "robust,
reliable, and redundant,” by which I meant that the pipeline network should offer
substantial capacity linked to growing production sources and capable of expansion and
extension as needed, i.e., be "robust;" should be designed, engineered, and constructed to
the most modern standards, i.e., be "reliable;" and should afford both shippers and
carriers options and alternatives in the transportation of crude oil by which supply
interruptions can be avoided or minimized, i.e., be "redundant.” Enbridge's FSP project
achieves those objectives by increasing transport capacity from western Canadian
production fields and from the Williston Basin, via system interconnections; by
emplacing hundreds of miles of new, high-grade pipeline as well as modern pumps and
other appurtenances needed to carry crude oil; and by creating an expanded pathway to
the Cushing Hub for crude moving south to American markets, particularly the Gulf
Coast refining area of PADD IIl. Given the growing potential for disruptions of
off-shore supplies due to unrest and political tensions in much of the Middle East, most
notably involving Iran and threats to shutdown the Straits of Hormuz, obtaining the
benefits offered by the infrastructure enhancements of FSP is increasingly important.
Completion of FSP on schedule will clearly contribute to the national effort to increase
our energy-supply security and reduce dependence on non-secure, potentially unstable
sources and regimes. It is also significant that because of the planned utilization of

existing Enbridge System pipeline facilities and right-of-way corridors, FSP's capacity
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could well be available in the near future, perhaps ahead of other lines such as the
Keystone XL proposal. Moreover, the construction of FSP will increase competition
within the common carrier pipeline transport industry, thereby benefitting producers and
refineries and ultimately consumers. Expanding the competitive potential of any industry

is always a positive contribution to social and economic well-being.

YOU REFERENCE THE KEYSTONE XL PROJECT: IS THERE A "NEED" FOR
BOTH IT AND FSP?

There is for all the reasons | just discussed. API is not endorsing either proposal over the
other, nor am | in this testimony. It is not for API or this Commission to pick winners
and losers in a competitive market; that is a function for the market place. The issue here
is whether the FSP Project advances the nation's economic and security interests, which it

clearly does.

HOW WILL THE CONSTRUCTION AND OPERATION OF FSP BENEFIT
ILLINOIS?

Illinois' economy and its petroleum-consuming public are part of the national economy
and society, as well as of the broader world economy and petroleum market. All of the
benefits | just discussed, as well as those described in my 2008 testimony, will accrue to
Illinois and its citizens, just as the Commission recognized in Docket No. 07-0446.
Illinois is not and cannot be an isolated economy nor are its interests purely the parochial
concerns of those immediately affected by the pipeline project. Nonetheless, I suggest
that Illinois stands to benefit substantially from the FSP. Given the almost billion-dollar

level of investment Enbridge will make in Illinois to install the new pipeline and pump
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stations, it is reasonable to expect that numerous construction-related jobs will be created
in Illinois by the project and that local economies along the pipeline route will see
substantial spin-off expenditure during the construction process. Looking at the issue
more broadly, it is also the fact that Illinois' overall economy will benefit from the
long-term increase in economic activity generated by the development of western
Canadian and domestic — i.e., Williston Basin — oil resources. Growth in those areas will,
and does, redound to Illinois entities, such as Caterpillar, that supply goods and services
to the petroleum-production market. It has been estimated, reasonably | think, that the
creation of every two jobs in the Canadian petroleum-production industry in Alberta
creates another job in the United States and that further Canadian oil-sands development
could grow U.S. jobs related thereto from about 20,000 in 2011 to over 400,000 by 2035
(Canadian Energy Research Institute, "Economic Impacts of New Qil Sands Projects in
Alberta (2010-2035)," May 2011). Given the volume of economic activity between

Illinois and Canada, Illinois will surely get its share of that growth.

HOW IS ILLINOIS BENEFITTED IF CRUDE OIL NEEDED FOR REFINERIES IN
PADD Il IS DIVERTED TO THE GULF COAST AND/OR EXPORTED TO OTHER
COUNTRIES?

The assertions that crude oil to be carried by the FSP line is somehow "diverted” or
intended for export have no basis in fact. The petroleum production that producers want
to move is incremental supply that is becoming available and requires incremental
pipeline capacity. Canadian and domestic production will displace and/or supplement
crude from sources such as the Middle East and Venezuela (from which supply has been

dwindling) that are less secure and friendly to the U.S., which is a substantial benefit in
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and of itself. Nor is it reasonable to speculate that crude oil moved by Enbridge's new
facilities will be exported (Enbridge of course is only a transporter, a common carrier; it
neither owns nor controls the disposition of liquids it carries). Very little crude oil is
exported from the United States; only about a 0.3% of gross supply was exported in
2011. Furthermore, crude oil cannot be exported without a license from the Commerce
Department. It is true that refined products are exported but such transactions do not and
will not impair domestic supplies and in fact they contribute to the overall growth and

well-being of the U.S. economy.

WILL THE FSP PIPELINE INCREASE "GREENHOUSE" GASES AND OTHER
ENVIRONMENTAL IMPACTS FROM PETROLEUM PRODUCTION?

No. Canada will continue to increase its production whether or not FSP is built and the
oil will move someplace, probably to markets, e.g., Asia, where the environmental impact
will be greater. Moreover, Canada is a leader in environmental protection and, of the top
five (5) countries from which we import crude oil, the only one with regulations on
greenhouse gases and a record of improvement in the field. It is important to note as well
that emissions from petroleum from the Alberta oil sands is comparable on a life-cycle
basis to other average crudes refined in this country. And, on a local note, I suggest that

the use by Enbridge of existing ROW corridors for this new pipeline is a positive factor.

DOES THAT COMPLETE YOUR TESTIMONY?
Subject to any request by Enbridge or the Commission to supplement my statement or

provide reply testimony, it does.
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A. Ceitainly not the pétroleuns-using publie in Hlindis dnd surfounding states. If-anyons,
consumers in such forsign counfries. would récetve. the benefits. of the Canadian

production,

A, Yes.
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